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To Roth or not to Roth? 

To Roth or not to Roth, that is the question. That is the question we hear 

frequently from clients of all ages when discussing their options for 

retirement accounts. Roth IRAs have some unique characteristics that 

make them excellent savings tools for certain individuals, but they are 

not the solution for everyone.  

It all comes down to one question.. Do you think you are in a lower tax 

bracket right now, than you will be upon retirement. For most millennials 

this answer is yes. It is reasonable to believe that your earnings will grow 

and grow each year as you progress in your career, putting you at a 

higher tax bracket upon retirement. What about baby boomers who 

might be in the later stages of their career? A Roth IRA might still make 

sense. The primary difference between a traditional and a Roth IRA has 

to do with the tax treatment of your contributions.  

With a Roth IRA, you will pay taxes on your contribution when you make 

it. With a traditional, that contribution will only tax deductible, still 

leaving you on the hook to pay taxes on it down the road when you reach 

age 59 1/2. This is the major advantage of a Roth IRA, you only pay taxes 

on the contributions. Whereas with a traditional, you will end up paying 

taxes on both your contributions and the earnings.  Especially if you are 

in your 20s-40s, this amount of money will be compounding and growing 

for many years and be able to be withdrawn tax free with a Roth IRA.  

Now what if you answered no? What if you believe your tax bracket will 

be lower when you retire?  If you think you are in a higher tax bracket 

today than you will be in retirement, then you might be better off with a 

traditional IRA. Due to the nature, you would probably be better suited 

taking the up front deduction on your contribution to the traditional IRA. 

With the Roth IRA, your earnings will grow tax free. With the traditional, 

your IRA will grow tax deferred.  

In the table below we see the effects of how the timing of your tax rates 

will affect the outcome of your retirement savings. On the left side the 

tax bracket at retirement is lower than current and on the right we have 

a higher tax bracket at retirement. With a lower projected retirement 
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tax bracket the traditional IRA ended up being the better choice. However for the individual with in a 

higher tax bracket upon retirement, the Roth ended up being a more prudent choice. (Scenario assumes 7% 

return for 30 years) 

Now there are some other considerations to make when making this decision, because it is not as simple as 

it seems. The reality of the situation is that it is very hard to predict where your income will be in the next 

10, 20, maybe 30 years from now. So it is hard to tell whether you'd be better off going with the Roth or 

traditional IRA. There is also the argument that it never hurts to have some control on your different cash 

flows. By securing a Roth IRA, you are ensuring that in the future you will be able to access money tax free.  

Roth IRAs will allow you to grow your money tax free, forever. I use the word forever because unlike 

traditional IRAs, Roths do not require you to take required minimum distributions (RMDs) during your 

lifetime. In fact, Roth IRAs are the only tax sheltered retirement plan that does not require RMDs. Another 

differentiator for the Roth IRA is that it allows you to leave the IRA as a bequest to your heirs, tax free. 

Now in this case your heirs would have to take RMDs, but they still will not have to pay any federal income 

tax.  

A discussion of Roth IRAs would not be complete without a mention of a Roth feature within a 401(K). For 

the majority of our clients who are over the IRA income limits this is a great solution. By electing a Roth 

feature within a 401(k) plan you can enjoy the benefits of a Roth IRA, gathering your after tax contributions 

into a Roth account.  It is important to note that only the employee salary deferral contribution is eligible 

to be allocated into the Roth portion of the account. The matching contributions from the employer must 

always be done in the traditional pre tax format.  

Once we decide which is right for you, how is it going to be funded? Both the Roth and the traditional IRA 

will be funded through contributions from your earned income, that is sort of the entire point. What if I 

already have an old 401k account? Good news, 401K accounts are eligible to be rolled into a Roth or 

traditional IRA. And if you have a Traditional IRA, you can roll that into a Roth IRA as well.  

You have decided that all or some of your IRA should be converted to a Roth IRA, what else do you need to 

know? There are three ways to accomplish a Roth Conversion. The first being a 60—day rollover. In this 

method you will take a direct delivery of your funds out of your traditional IRA at which point you have 60 

 

Lower Tax rate in Retirement Higher Tax rate in Retirement 

 
Roth Traditional Roth Traditional 

Current Tax 
25% 25% 25% 25% 

Retirement Tax 
15% 15% 33% 33% 

Annual Contribution 

 
$5500 $5500 $5500 $5500 

After Tax value in 

Retirement 

 

$555,902 $572,898 $555,902 $472,835 



days to roll them into your new  Roth IRA. Failing to do so within 60 days will result in a 10% early 

distribution tax, and the distribution will be taxable in the year received. The next option would be a 

trustee to trustee transfer. This method is one of the “safest” as it essentially guarantees the chance 

that your funds would end up taxable. This method simply consists of having your IRA trustee to direct 

the funds to the trustee of your new Roth IRA.  

 

 

The most important concept to understand when it comes to conversions is the fact that your funds will 

be subject to regular income tax in the year that the conversion occurs. This does not apply to any 

nondeductible contributions, these will not be taxable since they were originally tax deferred.  

To Roth or not to Roth is a serious consideration everybody will go through during their retirement 

planning period. It can be a tricky decision that can end up having substantial impacts on the longevity of 

your retirement assets. This decision must fit into and be apart of your overall financial plan. Clearwater 

Capital Partners dedicated to help assist and guide our clients throughout every step of this journey.  

Traditional IRA ROTH IRA  

$5500 (earned Income) 

$6500 (If over age 50) 

$5500 (earned Income) 

$6500 (If over age 50) 

 

Maximum Contributions 

Single:$61,000-$71,000 

Joint: $98,000-$118,000 

Single: $116,000-$131,000 

Joint: $183,000-$193,000 

 

Income Limits 

Must be under 70 1/2 in the year of con-

tribution 

 

None  

 

Age Limits 

Contributions are tax deductible 

Investment growth tax deferred 

Contributions taxed 

Investments grow tax free 

 

Tax Treatment 

 

Distributions must begin 70 1/2 None Mandatory Withdrawals 



IMPORTANT DISCLOSURES 

THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE FOR GENERAL INFORMATION ONLY AND ARE 

NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING SPECIFIC INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY INDIVIDUAL.  

ALL ECONOMIC DATA IS DERIVED FROM PUBLIC SOURCES BELIEVED TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CON-

SULT WITH US PRIOR TO INVESTING. INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securi-

ties or to adopt any investment strategy. The opinions expressed are as of May 2018, and may change as subsequent conditions vary. The information and opinions con-

tained in this material are derived from proprietary and nonproprietary sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive 

and are not guaranteed as to accuracy.  
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